ABSTRACT
BACKGROUND
Banks perform many roles in the economy. Basically, banks act as intermediaries between savers and borrowers (Patrick, 2001) . Other roles performed by banks are providing funds to firms, facilitating the payment system, underwriting securities, ameliorating the asymmetric information problem, providing inter-temporal smoothing of risks and finally contributing to the economic growth (Tandelilin et al., 2007, Allen and Carletti, 2008) . However, the excessive risk taking of banks affects economic fragility, business-sector fluctuation and economic growth (Laeven and Levine, 2009 ).
For Indonesia, the collapse of its banking system during the Asian financial crisis has been devastating (Batunanggar, 2002) . According to Pangestu (2003) , the crisis was largely caused by weak do-
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Apriani Dorkas Rambu Atahau | 293 | mestic economic and financial structures, which implied weaknesses in the corporate governance of the underlying banks. Alijoyo et al. (2004) , mentions that the two major corporate governance problems in the banking sector were the weak supervision from the central bank and the violations of banking regulations by the banks.
The financial crises led to a massive bank restructuring with the assistance of the International Monetary Fund and the World Bank. The restructuring consisted of the closing down of insolvent institutions, providing overdraft facilities as liquidity support for commercial banks, the establishment of the Indonesian Bank Restructuring Agency (IBRA), merging and privatisation of stateowned banks, relaxation of limitations on private ownership of banks, and external auditing by overseas auditors (Harada and Ito, 2006, Hadad et al., 2011) . As a result, the number of commercial banks in Indonesia reduced from 229 before the crises to 152 in 1999, and continued to decrease to 120 banks in December 2011 (Kameyama et al., 2005) . The declining trend in the number of commercial banks over the period of 1996-2011 is reflected in the figure 1.1 below:
The massive restructuring of the Indonesian banking industry not only reduced the number of banks but also changed bank-ownership structures since government ownership decreased and private ownership (mostly foreign) increased. After privatisation of government-owned banks, the market share of remaining government-owned banks decreased to 36.4 percent in December 2011 from 45 percent in December 2003 (Indonesian Banking Statictics, 2003 and 2011) . Foreign bank 2 market share increased especially after the abolition of foreign bank branch limits and relaxation of ownership limits that occured in 1999 through the enactment of BankLaw (BL) 10/1998. The relaxation of limitations enabled foreign investors to obtain ownership in Indonesian banks of up to 99 percent, either through the capital market or by ways of mergers and acquisitions. The formerly called private domestic banks which were to be nationalised by the government under the Indonesian Bank Restructuring Agency (IBRA) had the ownership transferred to foreigners because many Indonesian banks were not financially able to participate in their recapitalisation program. As such, the ownership share of foreign investors in the Indonesian banking sector increased, as can be seen in figure 1.2 and 1.3below.
Source: www.bi.go.id 
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The figure showsthatover the period1999-2007, the total assets of foreign banks and joint venture banks have increased tremendously. Regional Development banks also showed a similar trend, but their asset growth was far less than that of the former group. On the contrary, private-domestic and government-owned banks experienced a decline in total assets, with a significant decrease in the case of the private banks. It indicates the transition of market share from the private-domestic and government-owned banks to foreign and joint venture banks. It implies the bigger role played by foreign and joint venture banks in the Indonesian banking industry. Loan disbursements, as measured by total loans in figure 1.3, provides similar information.
sure to non related single borrowers, 25 percent for non-related group borrowers and 10 percent for related party borrowers. This forms part of the new banking architecture which was designed to enhance financial stability and contains prudential regulations to limit the risky lending practices while at the same time fostering the implementation of good bank governance.
The increasing role performed by foreign and private-domestic banks in the Indonesian banking industry in the post crisis, together with the prudential regulations introduced by Bank Indonesia for lending practice could have made definite differences to loan portfolio compositionsof different bank ownership types.
As intermediary institutions, banks play an important role in providing funds to borrowers. Bank ownership types have affect bank loan portfolios since it may imply a focus on different customer types. This is confirmed by De-Haas et al. (2010) that bank loan portfolios are determined by bank characteristics such as ownership and size. According to Berger et al. (2005a) , loan portfolio composition changes can be associated with ownership changes.
Different bank ownership types may focus on different borrower types, as reflected in their loan portfolio compositions (De-Haas et al., 2010) . The different loan portfolio compositions result from inter-alia differences in organisational structure, access to liquidity, exposure to asymmetric information (Degryse et al., 2012) , motives, technology and innovation capability (Berger et al., 2005a) .
The composition of loan portfolios reflects to what extent banks apply focus or diversification strategies 3 . The diversification strategy is based on the modern portfolio theory of Marko- The nationalisation of banks after the Asian Financial Crisis was an intense restructuring effort undertaken by the government. The deliberalisation of the banking sector was not limited to bank consolidation, but also included numerous prudential policies. Limitations instituted on bank lending exposures to single borrowers, borrower groups and related parties, known aslegal lending limits are some of the prudential policies imposed by Bank Indonesia to manage bank concentration risk in lending. The latest regulation(PBI No 8/13/PBI/2006) sets 20 percent of bank capital as a maximum threshold for expo-| 295 | witz (1952), and largely followed by experts in financial institutions (Winton, 1999) . According to idiosyncratic risk hypothesis, diversification eliminate the specific (idiosyncratic) risk which enable banks to reduce their monitoring efforts and therefore lowering their operating costs, which ceteris paribus should lead to higher cost efficiency (Rossi et al., 2009) . Furthermore, the benefit of diversification stems from employing economies of scope across different categories such as economic sectors and geographical areas (Laeven and Levine, 2007) . Numerous benefits and costs of diversification were identified as indicated in Attachment1.
Although the authors did not have similar research objectives regarding diversification, Attachment 1 shows that most of them indicate risk reduction as the benefit of diversification and agency problems as the associated cost. However, many researchers 4 found that diversification do not always result in reducing risks and improving return.It increases the risk in the Brazil and Italian banking sectors and reduces the performance of the banks in China, Germany and small European countries (Tabak et al., 2011) .
Some governing rules like the legal lending limits that are placed on banks by the central banks are diversification favourable, whilst other regulations regarding branching, entry, and asset investment restrictions often encourage focus strategies (Berger et al., 2010) . However, the existence of regulatory guidelines instigating diversification that result in a large number of individual clients and industries may increase monitoring cost and reduce cost efficiency (Rossi et al., 2009) . Furthermore, due to the fact that managers are risk averse, they may incur additional cost in search for high quality loans to apply diversification. Those factors may reduce diversification risk-return effectiveness.
A focus strategy opposed to a loan portfolio diversification strategy, suggests concentration on specific segments where a bank has superior knowledge and monitoring ability. Focusing on a specific segment is effective when banks face information asymmetry (Acharya et al., 2002) , Kamp et al. (2005) , Berger et al. (2010) , Tabak et al. (2011) ). Due to different degrees of asymmetric information about borrowers, the composition of bank loans across sectors may differ (Dell'Ariccia and Marquez, 2004) . Re-allocation of loans (commonly known as flight to captivity 5 ), to sectors where greater adverse selection problems exist may happen when banks face mere intrinsic overall competition from other outside lenders entering the market. It means that more lenders may attract borrowers in sectors subject to low information asymmetries. The existing informed lenders may have to deal with more captured (but also higher risk) borrowers in sectors not previously forming part of their market (Dell'Ariccia and Marquez, 2004) .
As indicated by Laeven and Levine (2009) , the extent of bank loan portfolio risk taking has to be linked with the ownership structure of a bank. Based on the aforementioned statements of researchers about the relationship between loan portfolio composition and bank ownership, it is assumed that the major reform in the banking sector that consisted of changes in bank ownership structures may have resulted in substantial changes to loan portfolio compositions of banks. However, there is no study to date that has empirically tested the impact of the ownership structures on loan portfolio composition in Indonesia albeit the fact that loan risk is a major bank risk (Hammes and | 296 | Shapiro, 2001, Goeltom, 2005) . Although Micco and Panizza (2006) have done a comprehensive study regarding the ownership impact on performance, they did not consider the role of loan portfolio compositions. This research expands the study of the ownership impact on bank performance by incorporating loan portfolios. It aims to examine the loan portfolio composition of Indonesian banks and to determine whether government-, domestic-, and foreign-owned banks differ in terms of loan portfolio composition, risk and return. Accordingly, this research contributes to the academic literature by using bank-level information about loan portfolio composition, risk and performance, and relates it to bank ownership structures.
The findings shows that loan portfolios of government-owned banks are more concentrated on sectors not directly related to economic development, such as consumption, whereas domesticand foreign-owned banks have more diversified loan portfolios. Domestic-owned banks are mostly involved in lending to enterprises in trade, hotels and restaurants. Foreign-owned banks are the major player in lending to business services and several other sectors such as manufacturing. Differences in the loan portfolio composition and concentration risk of government-, domestic-and foreign-owned banks result in different loan portfolio returns. Government-owned banks show the highest loan portfolio return compared to the other bank ownership types. Focusing on segments with low intrinsic risk provides governmentowned banks with a better return. The findings support the corporate finance theory according to which banks should implement focus strategies to reduce agency problems and exploit their management expertise in certain sectors. Their findings do not support the traditional banking and portfolio theory according towhich banks should diversify their loan portfolio to reduce risk (Hayden et al., 2006) . Degryse et al. (2012) found the differences in loan portfolio composition of different bank ownership types based on data from 110 Polish banks. Their findings show that foreign banks charge lower lending rates and have lower interest spreads. The lending rate difference is caused by their loan portfolio composition relating to differences in transparent, short-term and foreignexchange borrowers.
LITERATURE REVIEW
Using ordinary least square regression, DeHaas et al. (2010) confirmed differences in the loan portfolio composition of bank ownership types bytheir research of 220 banks in 20 transition countries. They used several loan type variables such as mortgages and other consumer lending; small and medium enterprises; lending to large entrepreneurs; and lending to state-owned entrepreneurs. The results show that State-owned banks still lend more to state-owned enterprises than domestic and foreign banks. Foreign banks focus on mortgage lending and lending to subsidiaries of international firms, but their focus on foreign clients is limited to the corporate segment. The research did not include economic sector category analysis, but this may be due to the inexistence of micro-level data to conduct such analysis. Also other previous research about loan portfolio composition using economic sector categories and bank ownership types, could not be retrieved.
Research that only considered loan portfolio composition, generally examined the effect of diversification on bank return and risk.
6 Unlike | 297 | loan portfolio composition, research about concentration risk is limited. Düllmann and Masschelein (2006) , Dietsch and Petey (2009), and Bandyopadhyay (2010) are among the few authors who measured the impact of concentration risk on bank capital. Düllmann and Masschelein (2006) examined the relationship between business-sector concentration and economic capital for loan portfolios. Dietsch and Petey (2009) focused on the measurement of risk under Pilar 2 of the Basel II regulation. They extended a one factor credit default model to measure the concentration potential within large portfolios of small and medium businesses. Bandyopadhyay (2010) demonstrated that the regional, industry and individual loan portfolio concentration may be assessed using the economic capital approach.
Researchers such as Berger et al. (2005a) and Iannotta et al. (2007) investigated banks performance difference between bank ownership types. Their unit of analysis was bank performance although loan portfolio performance formed part of it. Berger et al. (2005a) used portfolio reallocations after changes in bank ownership types to test the significance thereof. The findings indicate that the performance of government-owned banks that were privatised are better in terms of capital allocation efficiency since more credit is provided to industries that contribute more to the GDP. Iannotta et al. (2007) investigated the performance and risk of European banks with different bank ownership structures. They found significant differences in the performance and risk of different ownership types. Private banks appear to be more profitable than both mutual and public sector banks with higher profit from net returns on their earning assets. On the risk side, public sector banks have poorer loan quality and higher insolvency risk than other types of banks, while mutual banks have better loan quality and lower asset risk than both private and public sector banks.
The significant characteristic differences between the major bank ownership types (government-, domestic-, and foreign-owned banks) based on research findings are summarised in Attachment 2. In this regard it is evident that many research findings indicate that: a) Government-owned banks apply low credit availability due to connected lending;provide loans that the private sector would not grant; have high risk exposure due to its Non Performing Loans (NPLs); and show low profit and cost efficiency, have different loan portfolio composition and performance compared to that of other types of ownership.
b) Domestic-owned banks apply more aggresive lending and havehigher portfolio risks than foreign banks; have limited access to external liquidity;butbetter local market knowledge.
c) Foreign-owned banks apply better credit availability due to less connected lending, and advanced risk management technology and superior access to capital markets and technologies; may result in different composition and performance.
In view of the performance related characteristics of the different bank ownership types, it is hypothesized that there exists loan portfolio composition and risk differences among different types of bank ownership. As a result their performance may also differ.
RESEARCH METHOD

Sample, Types and Sources of Data
The sample for this research consists of 109 commercial banks in Indonesia for the year 2011. Thepopulation is 120 commercial banks that were actively operating in that year. By design, 11 Islamic commercial banks are excluded from the Jurnal Keuangan dan Perbankan | PERBANKAN Vol. 20, No.2, Mei 2016: 292-313 | 298 | sample due to different accounting/financial reporting standards compared to that of the conventional banks.
This research uses secondary data from The Indonesian Central Bank Library, Infobank magazine and the library of The Indonesian Banking Development Institute (LPPI). The central bank library provides individual bank ownership data and financial statements whereas Infobank magazine supply notes of financial statements for each individual bank from which information regarding loan allocation, based on loan types and economic sectors, can be retrieved. The data regarding the comparative exposures of individual Indonesian banks to all the different economic sectors and different finance types will make the results more accurate in comparison to other studies about this topic. Finally, LPPI supplement the loan allocation data which are not provided by Infobank magazine.
Variable Definition and Measurement
The dependent variable in this research is loan portfolio return as measured by the ratio of net interest income to total loans. There are three independent variables in this research: bank ownership types, concentration risk and intrinsic risk. For analysis purposes banks are categorised into three types of ownership(government, domestic and foreign) according to the criteria of Mian (2003) and Magalhaes et al. (2010) , by first calculating the total ownership percentage of government-, foreign-and domestic-owners for each bank. This research uses 20% threshold which is consistent with the previous research conducted by La-Porta et al. (2002) , Dinc (2005) , Haw et al. (2010) and Taboada (2011) . This research uses two dummy variables to identify the three types of bank ownThe concentration risk is measured using a Hirschman Herfindahl Index (HHI) as done by Winton (1999) , Acharya et al. (2002) and Hayden et al. (2006) . For this research, there will be two types of HHI's, namely Economic Sector 7 HHI (E-HHI) and Loan Type HHI (T-HHI). Loan concentration means high exposure to one or a few of these sectors, whilst diversification means a more equal loan portfolio distribution (Tabak et al., 2011) . The intrinsic risk is measured by usingthe ratio of non-performing loans (NPLs) to total loans. Bank size in addition tobank ownership is used asa control variable and isexpressed as the logarithm of total assets. Attachment 3reflects all the variables, their definitions and how they are measured.
Method of Analysis
This research is based on quantitative data analysis since it deals with numerical data with ratio data types. The descriptive statistics of the variables: mean, median, maximum, minimum and standard deviation are calculated to obtain a brief understanding of data tendency and deviations. To determine the impact of different ownership types on the composition, risk and performance, this research employs multiple regressions, with the equation in attachment 4.
Dummy
Variables
Bank Ownership Types D1 1=Domestic-owned Banks; 0=Others D2 1=Foreign-owned Banks; 0=Others 
RESULT AND DISCUSSIONS
Prior toanalyzing the data, the test of classical assumptions: normality, linearity, homoscedasticity and multicolinearity was conducted since the usage of multiple regressions requires several assumptions (attached are the SPSS results). The testing of normality, linearity and homoscedasticity assumptions were done by examining the residual scatterplots (Tabachnick and Fidell, 2007) . The results showthat the assumptions of normality, linearity and homoscedasticity are satisfactory. The same result was found for multicolinearity 8 . Based on the results, it could be concluded that the regression model used in this research satisfied the underlying assumptions. 8 The normality assumption is satisfied since the residual scatterplot reveals a pileup of residuals in the centre of the plot at each value of predicted score and a normal distribution of residual trailing off symmetrically from the centre, the linearityassumption also satisfied since the overall shape of the scatterplot is rectangular, the heteroscedasticity assumption is satisfied since the residual scatterplot do not form a pattern, but randomly distributed, multicollinearity assumption is satisfied since VIF value les than 10 and the corresponding tolerance value more than 0.1 (Tabachnick and Fidell, 2007) . The values of other variables (concentration risk, intrinsic risk, and return) were not transformed since the residual scatterplot of regression involving these variables indicate a normal distribution.
Descriptive Statistics
The mean of (ln) bank size is 15.8 or approximately 32,289,973 million Rp (about 3,588 million US$). In percentage, the NPL (net) is low with an average ofless than 1 percent (0.953 %). It is comparatively low to the 5% threshold enacted by the central bank.By analyzing the mean and the standard deviation of HHI as concentration measure, it can be seen that loan portfolios based on economic sectors are less concentrated than portfolios based on loan types. It implies more diversified loan portfolios in terms of economic sectors rather than loan types. However, both measures show that overall the Indonesian bank loan portfolios seem to be moderately concentrated. This is similar with the case of Brazilian banks which also falls in the range ofmoderate HHI with HHI 0,316 and only more diversified than Argentina with HHI 0.55 (Tabak et al., 2011) . Table 4 .2 shows that government-owned banks have the highest concentration risk based on sectors, however they have the lowest intrinsic risk and highest return. As stated by Deutsche , focusing on specific segments may create concentration risk but as long as the targeted sector consists of high quality borrowers with low intrinsic risk,it may result in high return. As government-owned banks focus on consumer loans withdirect salary deduction,the associated intrinsic risk is low. Consumer loans provide government-owned banks with high return since the interest rate earned from this segment is high compared to that of other types of financing. Based on data from Indonesian Statistics Bureau (www.bps.go.id), the average consumer loan interest rate is approximately 1.5-2 % higher than that of other types of financing. Moreover, since managers of government banks are mostly government bureaucrats, their risk averse profile may affect their decision to focus on specific segments since applying diversification will incur additional cost for searching high quality borrowers in other segments (Rossi et al., 2009 ).
Loan Portfolio Composition of Different Bank Ownership Types
In terms of loan allocation, governmentowned banks are the major players in allocating loans to agriculture and unspecified others (last category of the economic sectors that primarily refers to consumers). Domestic-owned banks are, on the other hand, the major players in financing of the trade, hotel and restaurant sector although they also focus on the unspecified sector (primarily consumers) similar to the government-owned banks. The financing of the trade, hotel and restaurant sector is not surprising since as local players, domestic-owned banks may target the local businesses because they may have soft-information advantage. Mian (2003) referring to Stein (2002) states that domestic-owned banks are able to lend to "soft information firms" (firms with lack of credible and verifiable information that cannot be easily publicly verified by a third party), since domestic-owned banks possess flatter organizations (close distance between local managers and top managers). By doing so, greater discretion is allowed to local managers in executing loan decisions based on soft information. Finally, foreignowned banks are targeting the business sector and also the unspecified other sector (primarily consumers) due to their superiority in technology, risk management, better access to capital market and experience in their home country. According to Berger et al. (2005a) , foreign banks possess superior ability in risk management, technology (mostly in collecting and assessing hard information) and innovation. In addition, foreign banks serve customers in the host country by relying on | 302 | their home country experience in the retail market (De-Haas et al., 2010) . They possess better access to capital markets (Berger et al., 2005a) and external liquidity from their parent banks, compared to domestic banks (Mian, 2003) . In terms of size, government-and foreign-owned banks are relatively similar in size whereas domestic-owned bank are on average smaller.
Loan Portfolio Performance (Risk and
Return) of Different Bank Ownership Types Table 4 .5 presents the results of the ordinary least square estimation of equation (2) and (3). The estimated coefficients of the ownership economic sector and loan type concentration risks,are all significant (column 2 and 4). These results give evidence that bank ownership types influence concentration risk. Based on the sign of the coefficients, it is clear that domestic-and foreign-owned banks have less concentrated loan portfolios relating to economic sectors than government-owned banks. However, based on loan types, foreign-owned banks tend to be more concentrated than other types of bank ownership.This is supported by the findings regarding the high mean exposure of 0.618 exposure of foreign banks in table 4.2. On the other hand, the coefficient of bank size as the control variable is negative and significant. It means larger bank tend to have a more diversified loan portfolios than smaller banks.
Unlike concentration risk, bank ownership types do not show significant relationship with intrinsic risk. The coefficients are positive (meanings that domestic-and foreign-owned banks experience higher intrinsic risk than government banks) but they are not significant. However, there are significantnegative relationships between both The name of the corresponding number of economic sector refers to the previous explanation (see: footnote 6) **: significant at = 5%; *: significant at = 10% Tabak et al. (2011) but contradicts with the ideas of Diamond (1984) . As already pointed out by Rossi et al. (2009) , focusing on certain market segment (a more concentrated loan portfolios) may reduce default/intrinsic risk due to a higher monitoring efficiency and better individual loan's quality. The comparative higher risk experienced by domestic-and foreignowned banks with more diversified loan portfolios is supported the explanation by Acharya et al. (2002) that increasing diversification may increase risk because of lower monitoring efficiencies and competition with other banks which may lead to adverse selection problems, and scale inefficiencies. Table 4 .6 presents the results of the ordinary least square for equation (4) Dinc (2005) , Micco and Panizza (2006) , and Taboada (2011) . However, it should be noted that previous research use bank returns instead of loan portfolio returns. The finding differences may emanate from the fact that this research focus on loan portfolios, which may not be comparative to total returns.
CONCLUSION
Previous research indicates that bank ownership type is one of the bank loan portfolio determinants, since different bank ownership types may focus on different customer types (market segments) according to their characteristics (DeHaas et al., 2010) . However,literature dealing with the relationship between bank ownership types,loan portfolio composition, risk and return for Asian countries, such as Indonesia is scarce. This paper attempts to examine the loan portfolio composition of Indonesian banks in the post crisis period and to determine whether bank ownership plays a role in the composition and performance of the portfolios.
The findings support the hypotheses that different bank ownership types differ with regard to loan portfolio composition, risk and return. The loan portfolios of government-owned banks are more concentrated on sectors not directly related to economic development, such as consumption, whereas domestic-and foreign-owned banks have more diversified loan portfolios. Domestic-owned banks are mostly involved in lending to enterprises in the trade, hotels and restaurantssectors whilst foreign-owned banks are the major player in lending to the business services and several other sectors such as manufacturing Differences in the loan portfolio composition and concentration risk of government-,domestic-and foreign-owned banks result in different loan portfolio returns. Government-owned banks show the highest loan portfolio return compared to the other bank ownership types. Focusing on segments with low intrinsic risk provides government-owned banks with a better return. The findings support the corporate finance theory according towhich banks should implement focus strategies to reduce agency problems and exploit their management expertise in certain sectors. The findings do not support the traditional banking and portfolio theory according towhich banks should diversify their loan portfolio to reduce risk (Hayden et al., 2006) .
The lack of Government-owned banks loan exposures to sectors like electricity, gas and water; mining; transport and communication; and social services that may be regarded important in the country'seconomic development do not line up with the social theory that government-owned banks are the agent of development. The requirement of some government-owned banks to operate as profit maximisation institutions may contribute to this. Moreover, as the big four government-owned banks are publicly listed companies, they have to maximise their shareholder wealth. Some regulations regarding branching, entry, and asset investment restrictions which often encourage focus strategies Berger et al. (2010) may contribute to the tendency of government-owned banks to implementfocus strategy. In addition, the existence of regulatory guidelines instigating diversification that result in a large number of indi- 
Loan Portfolio Composition
To determine whether loan portfolio composition vary significantly across different bank ownership types, the following regression model is used: ………………………………….. (1) = loan portfolio allocation on specific sector for the ith bank = vector of ownership types variables; = size of bank i, as control variables; = regression coefficients; and = the disturbance term.
Loan Portfolio Risks
To determine whether loan portfolio concentration risk vary significantly across different bank ownership structures, the following regression model is used: ……………………………………… (2) = loan portfolio concentration risks for the ith bank = vector of ownership types variables = size of bank i, as control variables; = regression coefficients; and = the disturbance term.
In order to find the relationship between concentration risk and intrinsic risk, this research runs regression of concentration risk (both based on economic sector and loan types) to intrinsic risk for all banks by using the following equation: = …………………………………….. 
Attachment 4: Lists of Equations
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